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by Carlton Smith

O

ne time-worn artifice in the insurance
salesman's bag of tricks is known as
"backing the hearse up to the door." To
the mournful dirge of the salesman's
solemn tones, the prospect is made to see his mortal remains begin their journey to the graveyard, while his
tearful widow and orphans ("your loved ones") face a
financially bleak future, hard pressed to keep a roof over
their heads and pay the butcher and baker.
More-professional salesmen tend to deplore the tactic
as a shoddy gimmick. Its users argue that the typical
prospect for life insurance has the curious notion that "it
can happen to the other guy, but it won't happen to me"
—not just now, at least—and. keeps putting off buying
insurance until, perhaps, it's too late.
It is true, certainly, that most of us have an aversion to
accepting our own death as an ever-present possibility.
If, however, you want an objective and realistic answer
to the question "How much insurance do I need?" you
have to face the possibility that you might lose an
argument with a truck at 4:36 tomorrow afternoon.
Statistically, you have comfortably long odds in favor
of your living to the ripe old age assigned you in the
insurance company's life expectancy tables. But if you
are going to count on that, you are saying you don't
need any insurance.
Getting the right answer to the question above begins
with the fact that if a healthy twenty-five-year-old American male stands up in line with 1,130 others of like description (or some such number, depending on whose
mortality tables you believe) he can be pretty sure that
for one of them the hearse is going to back up to the door
some time in the next twelve months. And if that one
just happened to be you...how much insurance would
your family need?
It is important to work out your own individual answer
beginning with this ruthless assumption, because other'wise you might get your calculations confused by considerations of "insurance as an investment^' and other
secondary uses to which it can be put. The primary purpose of life insurance—the one that comes ahead of all
others—is protection. It is fine to take into account the
other possible uses of life insurance—such as providing
retirement income or funds for college education, etc. —
but only after you are satisfied' that your family has

adequate protection against loss of the primary breadwinner's income. If it just happens to be you for whom the
bell tolls tomorrow, or next week or a year from now, any
insurance dollars spent on secondary purposes at the expense of protection will have been painfully misdirected.
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o, first things first. As one philosopher observed, "if two men ride a horse, one needs
must ride behind." Keep protection up front
where it belongs and let other things come
behind—if there's any room left in the saddle.
Determining family protection is a two-part question:
How much insurance do I need, and what kind? It is difficult to address yourself fruitfully to the second part
until you have some numbers to work with—that is, an
answer to the first part. Fortunately, getting the numbers
is fairly easy. Many insurance men use a sales approach
known as "programming your insurance." This technique
produces a graphic answer to the question of "how
much," often an impressive array of figures and charts in
a thick binder. You can do your own programming by
applying a standard formula.
irst step: Calculate, or estimate, as accurately
as you can, your survivors' monthly income
needs if you were suddenly to become a vital
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statistic. Carry this out to the year when the
youngest child will have finished college. Couples as yet
childless, whose plans call for having a family, should
include the intended number and approximate time of
arrival of each child.
Unless you keep much more accurate track than do
most families of where the money goes, start by breaking
down the family's current annual expenditures into
major categories. The bottom line should be the year's
total outgo. Consider each category and ask yourselves
how it would change in the event of the breadwinner's
death. You will have to answer such questions as whether
the family would continue in your present home, if you
are homeowners, or whether they would need that
second car, if you are now a two-car family. Your current
commuting costs can be eliminated, along with premiums
for any life insurance you now carry, and other personal
expenses. This step requires detailed analysis and
perhaps a little crystal gazing. In projecting future years'
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Right Kind at the Right Time

expenses, take into account that teenagers are much
more expensive to rear than are the younger of the
species, and don't forget to add in your best guess as to
an inflation factor.
Four-year college costs now range in state-supported
schools from about $6,350 for residents to about $9,400
for nonresidents, and average $13,300 in private institutions—and costs have been steadily increasing at the rate
of 5 percent a year. The bad news, revealed by compound interest tables, is that present costs will double in
about fifteen years if this keeps up.
When you have projected annual expenditures to the

mined by the amount of an individual's annual taxable
Social Security earnings. Estimating today what your
widow's benefits may be sometime in the future obviously
involves some projection. The number of quarters of
coverage, for example, is a key factor in fixing benefits,
as is the number of minor children. The only way to
obtain an accurate estimate of what a widow can expect
in the way of survivors' (or other) benefits is for an individual to communicate directly with a local Social
Security office.
With this assured income blocked in, the graph will
look something like figure 2.
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end of the college years and translated them into monthly
averages, make a graph of the results—dollars per month
vertically and future years horizontally, as in figure 1.
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tep two: Block in, from the bottom up, the
assured amounts of income your survivors
would have during these years.
The major component, for the average
family, will be Social Security survivors' benefits. It is
important to remember that these benefits are deter-
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ext, calculate the amounts of assured in^ ^
come from other sources, such as your
^^J
H&S benefits, insurance coverage you
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^
may have with the American Institute of
CPAs, National Association of Accountants or state CPA
societies, and personal assets that would produce or
could be converted to income. (If you need information
about your H&S insurance coverage, consult the publication Haskins & Sells Employee Benefits or write the

H&S Financial Department at 2 Broadway, New York,
N.Y. 10004-) Ignore, for the moment, any privately owned
insurance; that will be figured in as part of your answer.
Block these amounts of income in above the Social
Security income. Unless you are a rare exception, you
will have a gap between the assured income and that top
line representing the family's needed income. How is the
gap to be filled?
First, consider realistically and objectively what your
wife, if widowed, would be likely to do in the circumstances. Does she have a highly marketable skill that
would make it possible for her to return to employment
or continue in it? Or would care of the children make
that unfeasible? Don't forget, too, that a widow's employment can reduce the amount of her Social Security benefits under some circumstances. What is the likelihood
that she would remarry? You are getting into the realm
of conjecture, but make the best guesses possible.
After making allowances for all certainties and probabilities, the typical young family will still have a considerable income gap to fill—and having life insurance is
about the only way to fill it.
As an example of what this costs, let us say you have a
gap of $400 a month. Insurance death benefits would be
needed for a capital sum producing investment income of
$4,800 a year at, say, 7 percent for a safe, low-risk investment. That would call for about $68,570 worth of insurance. Typically, an ordinary life policy of that amount
would cost a healthy twenty-five-year-old male from
about $860 to $1,215 a year, depending on the company
and type of policy.
Alternatively, you might calculate the principal needed
on a present-value basis if you foresee a need for income
only for a certain period of years—say, to the end of the
children's college years. Assuming that the principal is
on deposit at 6 percent, compounded quarterly, with
periodic withdrawals of $1,200 a quarter to be made for
eighteen years (beginning at time of deposit), the principal required would be $53,403. That would cut insurance costs, for ordinary life, by about $190 to $270 a year.
In fact, your long-range insurance plan will probably
indicate a need for X dollars of insurance for a certain
period of years and Y dollars for another period, with a
number of steps up and down. Can you work out a combination of policies, of different kinds and different

amounts, that will give you the needed coverage at minimum cost, or, as you may well ask yourself, at a feasible
cost? One adage in the business has it that "nobody ever
has enough insurance." An insurance program that
covers all the contingencies and provides the comfortable
levels of income that, ideally, you would like to see
assured for the family may well have a prohibitive price
tag. You probably will have to make some compromises,
and so will want to look for the kinds of coverage that will
provide maximum protection at minimal costs. This may
mean combining certain types of insurance to cover the
high-expense, child-rearing years, other kinds for subsequent years, and yet others for retirement years.
To sketch out the basis for that kind of planning, let
us return to the graph of income needs. Block in at the
bottom of the graph any income from other sources that
would continue after 1996, draw in the top line that
represents estimated monthly income needs, and you
have another gap to fill—probably smaller, since income
needs should now be considerably less.
If this is more or less how your own personal worksheet
looks, one possibility in drawing up your long-term insurance plan would be to use a combination of policies that
would provide a maximum death benefit through the
high-expense years, to 1996, then drop down to an
amount calculated to provide the lesser income needed
after that.
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o put this in a broader context, let us look at the
typical family's changing insurance needs. Thus
far the planning has been done on a worst-case
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basis, covering the possibility of your early demise. The odds are, however, that you will live into those
mellow years allotted you by the life-expectancy tables.
Long-range planning should take that probability into
account, too. What are the insurance needs of the later
years?
We know, from consumer economics studies, the financial profile of a typical professional family. Beginning
around age forty-five its net worth figure begins to climb
sharply. Expenses take a steep drop as the children finish
college and leave home. At the same time, the professional
man is nearing the peak of his earning power. Surplus
funds accumulate, investments build up and investment
income pushes the net-worth curve up even more steeply.

Typically, estate-building progresses steadily from now
until the retirement years. As a result, the need for insurance as a protection against loss of income is reduced.
The personal estate can now provide some of the required
income, though the "widow's gap" is a void that keeps the
need for coverage fairly high. On the average, however,
the gaps in the graph are not nearly so wide as are the
earlier ones.
At age sixty-five the picture changes again. A couple in
retirement qualifies, at this age, for maximum Social Security retirement benefits. This gives them an income base
usually supplemented by pension-plan income from the
retiree's company or firm. And there is generally investment income from the estate that that has been building
over the past twenty years or so. Since all this is fairly
secure income and most would continue if the husband
died, there is not the same need to insure a widow against
sudden near-penury.
In these circumstances, the annual outlay of large life
insurance premiums becomes unattractive. Particularly
at lower retirement-income levels, the need for money
to meet cost-of-living expenses often outweighs the need
for continued insurance coverage, and many retirees turn
in policies and pocket the cash value.

t I \
he life-insurance industry has always placed much
emphasis on the distinction between "permanent insurance"—the ordinary life policy, also
••^L*.
known as whole life or straight life—and term
insurance. It is necessary to understand this distinction
for intelligent long-range planning of insurance programs.
Term insurance is so called because a policy is written
for a certain term of years. Five-year term is quite common, though longer terms and "term-to-age-sixty-five"
policies are available. Term insurance is often called "pure
insurance" because it is designed to cover only the company's actuarial risk—plus, of course, its cost of doing
business and profits. In pricing a five-year term policy
for twenty-five-year-old males, for example, an actuary
would consult his mortality tables, determine how many
policyholders would die during the five years and arrive
at the total amount required for death benefits. Add costs
and profits, divide by the number of policyholders and
(in a much oversimplified version of the process) you
have the cost per policy.

When the survivors among this group of policyholders
want to renew their coverage at the end of the five years,
the mortality tables will project a higher number of deaths
for this now older group of males. More will be required
for death benefits during the next five years, so the cost
per policy is increased accordingly. Thus, at each renewal,
the cost of a term policy will increase. This is one distinguishing feature of renewable term insurance; the other
is that it is bare-bones insurance—"pure insurance" covering just the cost of the protection the company is providing to you.
Now let us put ourselves in the place of the company's
actuary as he works out the cost of an ordinary or whole
life policy. To determine the amount that will have to be
paid out in death benefits—assuming this policy is to be
sold to the same group of 25-year-olds—some term of
years still has to be selected. "The number of deaths in
how many years?" the actuary asks himself. Commonly
the answer is the number of years to age 100—for it is a
fairly safe assumption that by this time all the policyholders will have died and this group of contracts been
closed out. So the actuary is in effect pricing a "term-toage-100" policy. But since it is a lifelong contract, without
renewal periods, the total needed for death benefits can
be spread over seventy-five years instead of five, resulting
in what is called a "level-premium" policy.
Ordinary life insurance has some further complications,
however, because this policy is designed to provide coverage for the whole of life and the effect of a level premium
is to produce "cash values."
The inherent nature of insurance demands that cash
value be small in the first few years of the policy (while
the company is recovering its cost of sale), and then begin
to increase. Here is a typical cash value schedule for each
$1,000 of policy face amount:

YEAR
1&2
3
5
10
15
20
35

CASH VALUE
$

0
8
35
109
194
287
518

This cash value is in one sense money that belongs to
you; in another it seems not to be yours after all. Somewhere along the line you may need the money more than
you need the insurance. In that case you may surrender
your policy and the company will give you your cash
value. The amount is properly called the "cash surrender
value," because you get it only in return for surrendering
the policy.
One little discussed feature of ordinary life policies is
the owner's ability to borrow against the cash value of
the policy at relatively low interest rates. The amount that
can be borrowed depends on the size of the policy and
how long it has been carried.
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eturning to the drafting of your long-range insurance plan, let us say that you have decided you require a large amount of cover^ age in those early years when survivors'
income needs are highest, somewhat less for the next
fifteen or twenty years, and still less in retirement years.
What kinds of policies, or combinations of policies, might
you use to your maximum economic advantage?
Some of your coverage, by definition, need not be permanent insurance. You probably will want to buy, early
and inexpensively, a certain amount of permanent, lifelong insurance which you can keep to cover, at the least,
cost-of-death expenses—what insurance people euphemistically call a "clean-up policy." But when we consider
coverage that you have determined you will need only
for a certain number of years, there are two choices.
One is to buy term insurance for that number of years.
The other is to buy ordinary or whole life, with the intention of dropping the policy after that number of years
and recovering the cash surrender value. This reduces
your long-term cost. Insurance companies also offer whole
life policies with term riders, giving added flexibility in
individual coverage. Remember, too, that your situation
may change in the future and you may opt to keep a whole
life policy rather than surrender it.
There are advocates of a plan generally known as "buy
term and invest the difference"—meaning the difference
between the premiums for ordinary life and those for
term. As an example, your plan calls for carrying a certain
amount of insurance only to age sixty-five. One major
company (which has average to lower-than-average policy

costs) issues a $10,000 ordinary life policy, at age twentyfive, for a premium of $137.20 a year. Total premiums to
age sixty-five would be $5,488, at which time the policy
would have a cash value of $5,780. You could surrender
the policy and come out $292 ahead of the forty-year cost
if you exclude the interest earned on premiums.
Five-year renewable and convertible term, issued by
the same company, begins at $35 a year for $10,000 coverage. Let us say that the difference —$102.20—is deposited
in a savings account at 6 percent interest compounded
quarterly. (Note that in forty years that first deposit alone
will grow to $1,107.) Remember that the cost of the term
policy rises over the years; it surpasses the ordinary life
premium at age fifty-five. Total premium costs to age sixtyfive are $3,948, and there is no cash value to offset them.
But meanwhile the annual deposits, with interest, have
grown to $12,988.
Thus "buy term and invest the difference" sounds most
attractive—but there's a catch. Few individuals have the
self-discipline to deposit, unfailingly, that difference in
premiums each year. In most cases it will simply disappear
into general expenditures. And it should be borne in
mind that, at some point, term insurance means an end
to coverage. A few companies make their term policies
renewable to age seventy. Some cut them off at sixty.
Most often they end at sixty-five.
re there other types of policies you could
advantageously work into your insurance
plan? Companies offer a profusion of
twenty-pay life, ten-pay life and family
protection policies. Most of the larger insurance companies do offer literature explaining the various types of
policies available and the advantages of each. Any public
library also has a selection of books on insurance on its
shelves. It would certainly be a wise move to put some
time into a study of insurance before making any decision
on your personal needs.
Buyers of five-year term insurance should make certain
the policy is guaranteed both renewable and convertible.
Such policies give you a contractual right to renew the
coverage at the end of each term period, and they can
also be converted to ordinary life policies at any time,
without medical examination, at the premium for your
attained age.
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Policies such as twenty-pay and fifteen-pay life are simply "speeded-up" ordinary life policies. Instead of spreading its total costs over the years to age 100, the company
spreads total costs over twenty or fifteen years. The policy
is then "paid up," and it is yours for life without further
premium payments. But for the young family especially,
these are high-cost policies at a time when the family
should be getting as much protection as possible out of
every insurance dollar.
Endowment policies are essentially a combination of
term insurance and a savings element much larger than
in the ordinary life policy. The cash value thus builds up
rapidly, becoming equal to the face amount of the endowment at its specified time of maturity. A large portion of
the premium goes into the savings element, earning whatever rate of interest the company has set—almost surely
lower than savings-bank interest.
Mortgage insurance? This is actually a "reducing term"
policy, constructed so that the amount of coverage is reduced each year to correspond to the remaining principal
balance of the mortgage loan on a home. It is therefore
less expensive than a regular term policy because you are
paying for a lower average annual amount of coverage.
If your plan calls for reducing your coverage to a certain
level at a later period, mortgage insurance can be a good
buy. Mortgage insurance must be considered in the context of total insurance needs, including the liability of
the mortgage loan. Reducing term policies can be bought
as such, though most often they take the form of a rider
to ordinary or whole life policies.
The "retirement income" policy (or "retirement endowment") is in effect an endowment policy designed to
generate a cash value large enough, at maturity, to buy an
annuity for the policyholder. You could buy the protection needed to that age separately and manage your own
savings and investments with a view to buying an immediate annuity at retirement age—if an annuity is your
considered choice for retirement income. Annuities are
not insurance, but rather contracts calling for periodic
payments to the annuitant.
Life insurance for the housewife? It should be clear by
now that the family's insurance dollars should be concentrated on the primary need—replacement of the primary breadwinner's income if this should suddenly stop.
On the other hand, don't underestimate the dollar value

of the economic functions of a housewife or mother.
he kind of policy is not the only consideration in
answering the question, "what kind of insurance?" You should also give some attention to
-Mta.
who issues the policy. To make sure that the
death benefits will be paid fifty (or five) years from now,
pick your company with some care. One source, for example, is Best's Reports, which rates insurance companies
on the basis of its yearly financial analysis.
There is another dimension to the question of where
you buy your policy. This concerns the individual with
whom you are doing business. He is important to you because life insurance is a complicated, difficult to understand subject. Because of the ignorance of most buyers,
they must depend largely on a salesman's guidance. Accountants are better equipped than most people to ferret
out an insurance man with professional standards, so
don't adopt an agent simply because he is a nice guy with
a good stock of funny stories.
Finally, does it pay to shop around? Indeed it does. The
fact is that there are price differences among companies
for essentially the same kind of insurance. If you happen
to live in New York, Massachusetts or Connecticut, consider SBLI—savings bank life insurance—as an alternative source.
There is a long list of other do's and don't's for the buyer
of life insurance and caveats about the fine print. Life
insurance is a complicated, often mysterious subject for
the uninitiated—which includes just about everyone.
This article barely touches, for example, on the investment uses of insurance, about which volumes have been
written.
Taking care of one's insurance needs is far from a simple
matter, and deserves much study and thought. Above all,
do not "run out and buy some life insurance" as you would
buy an umbrella when you realize you need something to
keep the rain off your head. This is, after all, a life-anddeath matter.
o
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